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CenturyTel, Inc. (“CenturyTel”) files with this Current Report on Form 8-K the unaudited consolidated financial statements of 

Embarq Corporation (“Embarq”), a wholly-owned subsidiary of CenturyTel, for the three and six month periods ended June 30, 2009 and June 
30, 2008 and as of June 30, 2009 and December 31, 2008 and the unaudited pro forma combined condensed financial information of 
CenturyTel for the year ended December 31, 2008, the six months ended June 30, 2009 and as of June 30, 2009 reflecting CenturyTel’s 
acquisition of Embarq on July 1, 2009.  
   
(a)           Financial statements of businesses acquired.  
   

The consolidated financial statements of Embarq for the three and six month periods ended June 30, 2009 and June 30, 2008 and as of 
June 30, 2009 and December 31, 2008 are attached as Exhibit 99.1 to this Current Report on Form 8-K.  
   
(b)           Pro forma financial information.  
   

The unaudited pro forma combined condensed financial information of CenturyTel as of June 30, 2009 and for the year ended 
December 31, 2008 and the six months ended June 30, 2009 reflecting CenturyTel’s acquisition of Embarq on July 1, 2009 is attached as 
Exhibit 99.2 to this Current Report on Form 8-K.  
   
(d)           Exhibits  
   

See the Exhibit Index appearing at the end of this Current Report on Form 8-K for a list of the exhibits filed herewith.  
   
   

  

Item 9.01.  Financial Statements and Exhibits.  

  
  
  



   
SIGNATURES  

   
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this Current Report on Form 8-K 

to be signed on its behalf by the undersigned hereunto duly authorized.  
   
   

   
   
   

  

  CENTURYTEL, INC .  
    
    
  By:   /s/ Neil A. Sweasy      
         Neil A. Sweasy  
         Vice President and Controller  
Dated:  September 14, 2009    

  
  
  



   
   

EXHIBIT INDEX  
   
 
   

   

   

   

   

   

   

 

   

  

Exhibit No.  Description  

99.1  The following consolidated financial statements of Embarq:  

   a).  Consolidated Balance Sheets as of June 30, 2009 and December 31, 2008 (Unaudited)  

   b).  Consolidated Statements of Operations and Comprehensive Income for the Quarterly and Year to Date Periods Ended 
June 30, 2009 and 2008 (Unaudited)  

   c).  Consolidated Statements of Cash Flows for the Year to Date Periods Ended June 30, 2009 and 2008 (Unaudited)  

   d).  Consolidated Statement of Stockholders’  Equity for the Year to Date Period Ended June 30, 2009 (Unaudited)  

   e).  Condensed Notes to Consolidated Financial Statements (Unaudited)  

99.2  Unaudited Pro Forma Combined Condensed Financial Information of CenturyTel as of June 30, 2009 and for the year ended 
December 31, 2008 and the six months ended June 30, 2009.  
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EMBARQ CORPORATION  
CONSOLIDATED BALANCE SHEETS (UNAUDITED)  
   

   
See accompanying Condensed Notes to Consolidated Financial Statements (Unaudited)  
   
   

  

(millions, except per share data)    
As of June 

30,      
As of 

December 31,   
    2009      2008    
 Assets              
 Current assets              
      Cash and equivalents    $ 77     $ 107   
      Accounts receivable, net of allowance for doubtful accounts of $52 and $54      440       494   
      Materials and supplies      43       52   
      Deferred tax assets      72       89   
      Prepaid expenses and other current assets      68       81   
      Current assets of discontinued operations      -      67   
          Total current assets      700       890   
 Gross property, plant and equipment      20,994       20,946   
 Accumulated depreciation      (13,846 )     (13,547 ) 
      Net property, plant and equipment      7,148       7,399   
 Goodwill      25       27   
 Other assets      42       43   
 Noncurrent assets of discontinued operations      -      12   
 Total    $ 7,915     $ 8,371   

 Liabilities and Stockholders’  Equity                  
 Current liabilities                  
      Current maturities of long-term debt    $ 2     $ 2   
      Accounts payable      265       279   
      Payroll and employee benefits      172       219   
      Accrued income taxes      98       -  
      Accrued operating taxes      95       78   
      Deferred revenue      167       184   
      Accrued interest      57       58   
      Other current liabilities      42       42   
      Current liabilities of discontinued operations      -      34   
          Total current liabilities      898       896   
 Noncurrent liabilities                  
      Long-term debt      5,056       5,743   
      Deferred income taxes      885       793   
      Benefit plan obligations      1,289       1,341   
      Other noncurrent liabilities      192       206   
          Total noncurrent liabilities      7,422       8,083   
 Stockholders’  equity                  
      Preferred stock, $.01 par value; 200 shares authorized; no shares issued      -      -  
      Common stock, $.01 par value; 1,250 shares authorized; 154.9 and 154.2 shares issued; 143.1 and 142.4 
shares outstanding      2       2   
      Paid-in capital      (177 )     (193 ) 
      Retained earnings      1,165       986   
      Accumulated other comprehensive loss      (895 )     (903 ) 
      Treasury stock, 11.8 shares held in treasury      (500 )     (500 ) 
          Total stockholders’ equity      (405 )     (608 ) 
 Total   $   7,915     $    8,371   
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EMBARQ CORPORATION  
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME (UNAUDITED)  
   

   
   
   
See accompanying Condensed Notes to Consolidated Financial Statements (Unaudited)  
   
   

  

(millions, except per share data)    Quarter Ended June 30,      Year to Date June 30,    
    2009      2008      2009      2008    
                          
Net Operating Revenues    $ 1,325     $ 1,439     $ 2,671     $ 2,895   
                                  
Operating Expenses                                  
      Cost of services and products      358       414       721       836   
      Selling, general and administrative      303       355       632       703   
      Depreciation      244       246       488       496   
          Total operating expenses      905       1,015       1,841       2,035   
Operating Income      420       424       830       860   
      Interest expense      (90 )     (101 )     (186 )     (205 ) 
      Other income (expense), net      (1 )     1       -      2   
Income From Continuing Operations Before Income Taxes      329       324       644       657   
Income tax expense      (125 )     (122 )     (240 )     (241 ) 
Income From Continuing Operations      204       202       404       416   
      Income (loss) from discontinued operations (net of income taxes)      -      4       (2 )     2   
      Loss on sale of discontinued operations (net of income taxes)      -      -      (24 )     -  
Net Income    $ 204     $ 206     $ 378     $ 418   
Amortization (net of income taxes) of:                                  
      Employee benefit plans prior service cost and actuarial losses      4       -      10       1   
      Cash flow derivative      (1 )     -      (2 )     (1 ) 
Comprehensive Income, Net of Income Taxes    $ 207     $ 206     $ 386     $ 418   

                                  
Basic Earnings per Common Share                                  
Continuing operations    $ 1.42     $ 1.36     $ 2.81     $ 2.76   
Discontinued operations      -      0.03       (0.18 )     0.01   
Total    $  1.42     $ 1.39     $ 2.63     $ 2.77   

                                  
Diluted Earnings per Common Share                                  
Continuing operations    $ 1.41     $ 1.35     $ 2.81     $ 2.75   
Discontinued operations      -      0.03       (0.18 )     0.01   
Total    $ 1.41     $ 1.38     $ 2.63     $ 2.76   

                                  
Weighted Average Common Shares Outstanding                                  
Basic      144.0       147.8       143.6       150.8   
Potentially dilutive shares under equity incentive plans      0.2       1.4       0.2       0.9   
Diluted      144.2       149.2       143.8       151.7   
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EMBARQ CORPORATION  
CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)  
   

   
 
   
See accompanying Condensed Notes to Consolidated Financial Statements (Unaudited)  
   
   

  

(millions)      Year to Date June 30,    
    2009      2008    
Operating Activities              
   Net income    $ 378     $ 418   
   Adjustments to reconcile net income to net cash provided by operating activities:                  

(Income) loss from discontinued operations      2       (2 ) 
Loss on sale of discontinued operations      24       -  

            Depreciation      488       496   
            Provision for losses on accounts receivable      36       49   
            Deferred and noncurrent income taxes      88       (20 ) 
            Stock-based compensation expense      14       22   
            Gain on sale of assets      (2 )     (9 ) 
            Other, net      21       26   
    Changes in assets and liabilities:                  
            Accounts receivable      18       (13 ) 
            Materials and supplies and other current assets      (1 )     (17 ) 
            Accounts payable and other current liabilities      68       (98 ) 
            Noncurrent assets and liabilities, net      (55 )     (24 ) 
   Net cash provided by operating activities - continuing operations      1,079       828   
   Discontinued operations      -      15   
   Net cash provided by operating activities      1,079       843   
Investing Activities                  
   Capital expenditures      (255 )     (360 ) 
   Proceeds from construction reimbursements      7       4   
   Proceeds from sales of assets      12       -  
   Proceeds from sale of discontinued operations      11       2   
   Net cash used by investing activities      (225 )     (354 ) 
Financing Activities                  
      Principal payments on long-term debt      (362 )     (19 ) 
    Borrowings under revolving credit facility      50       790   
    Repayments under revolving credit facility      (375 )     (680 ) 
    Proceeds from common stock issued      8       10   
    Repurchase of common stock      -      (390 ) 
    Dividends paid to stockholders      (199 )     (208 ) 
    Tax effects of stock-based compensation      2       -  
    Other, net      (8 )     (11 ) 
    Net cash used by financing activities      (884 )     (508 ) 
   Increase (Decrease) in Cash and Equivalents      (30 )     (19 ) 
   Cash and Equivalents at Beginning of Period      107       69   
   Cash and Equivalents at End of Period    $ 77     $ 50   
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EMBARQ CORPORATION  
CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY (UNAUDITED)  
   

   
 
   
See accompanying Condensed Notes to Consolidated Financial Statements (Unaudited)  
   
   
   

  

(millions, except per share data)  
   
     

Preferred 
 Stock      

Common 
Stock      

Paid-in  
Capital      

Retained 
Earnings     

Accumulated  
Other  

Comprehensive 
Loss      

Treasury 
Stock      

Total  
Stockholders’

Equity    
January 1, 2009 Balance    $ -    $ 2     $ (193 )   $ 986     $ (903 )   $ (500 )   $ (608 ) 
Net income      -      -      -      378       -      -      378   
Dividends to shareholders ($1.375 per 

share)      -      -      -      (199 )     -      -      (199 ) 
Common stock issued      -      -      8       -      -      -      8   
Stock-based compensation expense      -      -      14       -      -      -      14   
Tax effects of stock-based 

compensation      -      -      2       -      -      -      2   
Restricted stock units surrendered for 

tax withholding      -      -      (8 )     -      -      -      (8 ) 
Amortization (net of income taxes) of:                                                          
       Employee benefit plans prior 

service cost and  
           actuarial losses      -      -      -      -      10       -      10   
       Cash flow derivative      -      -      -      -      (2 )     -      (2 ) 
June 30, 2009 Balance    $ -    $ 2     $ (177 )   $ 1,165     $ (895 )   $ (500 )   $ (405 ) 
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EMBARQ CORPORATION  
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
(Unaudited)  
   

The consolidated interim financial statements of Embarq Corporation (Embarq) reflect all adjustments, consisting only of normal 
recurring accruals needed to fairly present Embarq’s consolidated financial position, results of operations and cash flows.  
   

Certain information and footnote disclosures normally included in consolidated financial statements prepared in accordance with 
accounting principles generally accepted in the United States were condensed or omitted. As a result, these consolidated financial statements 
should be read along with Embarq’s Annual Report on Form 10-K for the year ended December 31, 2008 and other subsequent SEC filings 
which include Embarq financial information. Operating results for the 2009 year to date period do not necessarily represent the results that may 
be expected for the year ending December 31, 2009.  
   
   
Note 1.                 Background and Basis of Presentation  
   
Background  
   

Embarq was incorporated in 2005 under the laws of Delaware and was formerly a wholly owned subsidiary of Sprint Nextel Corporation 
(Sprint Nextel). On May 17, 2006, Embarq was established as a separate, stand-alone company upon its operations being spun off from Sprint 
Nextel.  
   

Embarq provides a suite of integrated communications services including local and long distance voice, data, high-speed Internet, 
satellite video, professional services and communications equipment to consumer and business customers primarily in local service territories 
in 18 states. Embarq also provides wholesale access to its local network and other communications services primarily to wireline and wireless 
service providers.  
   

As of June 30, 2009, Embarq had approximately 15 thousand active employees. Approximately 35% of these employees were 
represented by unions subject to collective bargaining agreements. Of the union-represented employees, approximately 31% have collective 
bargaining agreements that will expire within one year. There were no material changes related to any collective bargaining agreements during 
the year to date period ended June 30, 2009.  
   
Sale of Logistics Business  
   

On March 12, 2009, Embarq completed the sale of its wholly owned subsidiary, Embarq Logistics, Inc., pursuant to an agreement 
previously entered into on January 29, 2009. Consequently, the financial results of Embarq Logistics’ third party wholesale distribution 
operations, which previously comprised the Logistics business segment, are now reported as discontinued operations for all periods presented 
pursuant to Statement of Financial Accounting Standards (SFAS) No. 144, Accounting for Impairment or Disposal of Long Lived Assets . See 
Note 2, Discontinued Operations, for additional information.  
   

A commercial agreement was also completed whereby the buyer will provide certain logistics and supply chain services to Embarq’s 
telecommunications operations. While there is no minimum purchase obligation associated with this agreement, Embarq agreed to continue to 
purchase certain products and services exclusively from the buyer. Based on Embarq’s requirements in the 2008 fourth quarter, costs over the 
four-year term of this agreement may approximate $450 million.  
   
Pending Merger with CenturyTel  
   

On October 26, 2008, Embarq and CenturyTel Inc. (CenturyTel), a Louisiana corporation, entered into a merger agreement whereby a 
wholly owned subsidiary of CenturyTel, will merge with and into Embarq. As a result of the merger, Embarq will continue as a wholly owned 
subsidiary of CenturyTel. At the effective date of the merger, each share of Embarq’s common stock, par value $0.01 per share, will be 
converted into the right to receive 1.37 shares of CenturyTel common stock, par value $1.00 per share, plus cash in lieu of fractional shares. It 
is expected that the merger will qualify as a tax-free reorganization for U.S. Federal income tax purposes. In conjunction with this transaction, 
Embarq may incur additional costs including, but not limited to potential asset impairments; employee retention and severance costs; and other 
merger and integration costs.  
   

On January 23, 2009, Embarq entered into an amendment to modify its existing credit agreement, which will only become effective 
upon consummation of the merger with CenturyTel and the satisfaction of other customary conditions. Among other matters, the amendment 
would cause the credit agreement to remain in place after consummation of the merger; reduce the size of the revolving credit facility to $800 
million from $1.5 billion (and the sub-limit for letters of credit to $100 million from $200 million).  
   

See Note 10, Subsequent Events, for additional information.  
   
   

  

  
5 
  



   
Basis of Presentation  
   

The accompanying consolidated financial statements reflect all the accounts of Embarq and its wholly owned subsidiaries. All 
intercompany transactions have been eliminated.  
   

The consolidated financial statements were prepared using accounting principles generally accepted in the United States. These 
principles require management to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of 
contingent assets and liabilities and the reported amounts of revenues and expenses. Actual results could differ from those estimates.  
   

Certain prior year amounts have been reclassified to conform to the current year presentation. These reclassifications had no effect on 
the results of operations or stockholders’ equity as previously reported.  
   
Change in Reported Business Segments  
   

As a result of the sale of Embarq Logistics, Embarq’s continuing operations are now comprised solely of its telecommunications 
business. Accordingly, information about this business is now represented by Embarq’s consolidated financial position and results from 
continuing operations.  
   
Universal Service Fund  
   

Embarq records federal and state Universal Service Fund (USF) surcharges on a gross basis. The total amount of surcharges recorded in 
net operating revenue was as follows:  

   
   

   
Depreciation Rate Adjustments  
   

On an annual basis, Embarq performs an analysis of the remaining life depreciation rates. Depreciation rates were adjusted principally 
for packet switching equipment in 2009 and for digital switching equipment, digital loop carrier equipment and high-speed Internet equipment 
in 2008, which resulted in depreciation expense being reduced as follows:  

   
   

   
Adoption of New Accounting Pronouncements  
   

Financial Accounting Standards Board Staff Position (FSP) SFAS No. 107-1 and Accounting Principles Board (APB) 28-1, Interim 
Disclosures about Fair Value of Financial Instruments – On April 1, 2009, Embarq adopted this standard, which amends SFAS No. 107, 
Disclosures about Fair Value of Financial Instruments, and APB Opinion No. 28, Interim Financial Reporting, to require disclosures about the 
fair value of financial instruments for interim periods as well as in annual financial statements. As Embarq has historically provided these 
disclosures in its interim financial statements, this standard did not have a material impact on its financial position, results of operations or 
liquidity.  
   

FSP SFAS No. 157-4, Determining Fair Value When the Volume and Level of Activity for the Asset or Liability Have Significantly 
Decreased and Identifying Transactions That Are Not Orderly – On April 1, 2009, Embarq adopted this standard, which clarifies the 
application of SFAS No. 157, Fair Value Measurements , when the volume and activity of the asset and liability has significantly decreased 
and reemphasizes that fair value is the price that would be received to sell an asset or pay a liability in an orderly transaction between market 
participants at the measurement date. In addition, this standard requires additional disclosures noting the inputs and valuation techniques used 
for all assets and liabilities measured at fair value and the major security types for any debt or equity securities. As of June 30, 2009, Embarq 
does not have any material recurring assets or liabilities measured at fair value. As such, the adoption of this standard did not have a material 
impact on its financial position, results of operations or liquidity.  
   

SFAS No. 165, Subsequent Events – On April 1, 2009, Embarq adopted this standard, which formalizes the existing principals for 
subsequent events originally prescribed in AU Section 560, Subsequent Event, and requires additional disclosures about the period being 
evaluated and the nature and estimated financial effect of nonrecognized subsequent events. Embarq’s adoption of this standard did not have a 
material impact on its financial position, results of operations or liquidity. See Note 10, Subsequent Events, for additional information.  
   
   

  

    Quarter Ended June 30,      Year to Date June 30,    
    2009      2008      2009      2008    
    (millions)    
Federal and state USF surcharges    $ 19     $ 21     $ 37     $ 42   

    Quarter Ended June 30,      Year to Date June 30,    
    2009      2008      2009      2008    
Reduction in depreciation expense (millions)    $ 7     $ 12     $ 14     $ 24   
Increase in basic and diluted earnings per common share      0.03       0.05       0.06       0.10   
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FSP Emerging Issues Task Force (EITF), 03-6-1, Determining Whether Instruments Granted in Share-based Payment Transactions are 

Participating Securities - On January 1, 2009, Embarq adopted this standard, which concluded that unvested share-based payment awards that 
contain a nonforfeitable right to receive dividends, whether paid or unpaid, are participating securities and should be included in the 
computation of basic earnings per share. As required by this statement, prior period earnings per share and weighted average common shares 
outstanding were adjusted to conform to the provisions of this standard.  
   

The impact to basic and diluted earnings per share and weighted average common shares outstanding was as follows:  
   

   

   
   

FSP SFAS No. 132(R)-1, Employers Disclosures about Postretirement Benefit Plan Assets - On January 1, 2009, Embarq adopted this 
standard, which expands the disclosures required by SFAS No. 132(R), Employers’ Disclosures about Pensions and Other Postretirement 
Benefits, to discuss the assumptions and risks used to compute fair value of each category of plan assets. As Embarq uses a year end 
measurement date to value plan assets, all disclosures required by this standard will be initially required in Embarq’s December 31, 2009, 
financial statements.  
   

SFAS No. 141(R), Business Combinations - On January 1, 2009, Embarq adopted this standard, which maintains the fundamental 
guidance provided under SFAS No. 141, Business Combinations, but requires the acquirer to recognize all acquired assets and liabilities, 
including goodwill, at fair value at the acquisition date as opposed to the announcement date. In addition, the standard requires most transaction 
related costs to be expensed as incurred as well as provides expanded disclosure requirements for such transactions in the financial statements. 
Embarq does not expect the adoption of this standard to have a material impact on its financial position, results of operations or liquidity.  
   

FSP SFAS No. 157-2, Effective Date of FASB Statement No. 157 - Embarq elected to defer until January 1, 2009, the adoption of SFAS 
No. 157 for all nonfinancial assets and liabilities that are recognized or disclosed at fair value in the financial statements on a nonrecurring 
basis. This includes goodwill and nonfinancial long-lived assets that are measured at fair value in impairment testing and asset retirement 
obligations initially measured at fair value. The adoption of SFAS No. 157 for those nonfinancial assets and liabilities within the scope of FSP 
SFAS No. 157-2 did not have a material impact on Embarq’s financial position, results of operations or liquidity.  
   
   
   

  

    Quarter Ended June 30, 2008    

    As Adjusted     
Previously 
Reported      Difference    

Total Earnings per Common Share                    
Basic    $ 1.39     $ 1.40     $ (0.01 ) 
Diluted      1.38       1.38       -  
                          
Weighted Average Common Shares Outstanding                          
Basic (millions)      147.8       146.8       1.0   
Diluted (millions)      149.2       148.8       0.4   

    Year to Date Period Ended June 30, 2008    

    As Adjusted     
Previously 
Reported      Difference    

Total Earnings per Common Share                    
Basic    $ 2.77     $ 2.79     $ (0.02 ) 
Diluted      2.76       2.76       -  
                          
Weighted Average Common Shares Outstanding                          
Basic (millions)      150.8       149.7       1.1   
Diluted (millions)      151.7       151.4       0.3   
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Note 2.                 Discontinued Operations  
   

On March 12, 2009, Embarq completed the sale of its wholly owned subsidiary, Embarq Logistics, Inc., in exchange for an initial cash 
payment and future contingent consideration. As a result of the sale, the financial results of Embarq Logistics’ third party wholesale 
distribution operations, which previously comprised the Logistics business segment, are now reported as discontinued operations.  
   

The results of operations reclassified to discontinued operations were as follows:  
   

   
   

   
   

The loss on the sale of discontinued operations, including severance and benefit plan curtailments associated with the sale, was $24 
million net of an income tax benefit of $12 million.  
   

Supplemental information related to the major classes of assets and liabilities sold is as follows:  
   
   

   
   

  

    
Quarter 
Ended    

    
June 30, 

2008    
    (millions)    
Net operating revenues    $ 110   
Operating expenses      106   
Operating income      4   
Other income      1   
Income before income taxes      5   
Income tax expense      (1 ) 
Income from discontinued operations    $ 4   

    Year to Date June 30,    
    2009      2008    
    (millions)    
Net operating revenues    $ 58     $ 225   
Operating expenses      62       223   
Operating income (loss)      (4 )     2   
Other income      -      1   
Income (loss) before income taxes      (4 )     3   
Income tax (expense) benefit      2       (1 ) 
Income (loss) from discontinued operations    $ (2 )   $ 2   

    

As of 
December 
31, 2008    

    (millions)    
Accounts receivable, net of allowance for doubtful accounts    $ 26   
Inventory, net      41   
     Total current assets    $ 67   

          
Gross property, plant and equipment    $ 135   
Accumulated depreciation      (123 ) 
     Total noncurrent assets    $ 12   

          
Accounts payable    $ 29   
Payroll and employee benefits      3   
Other current liabilities      2   
     Total current liabilities    $ 34   
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Note 3.                 Commitments and Contingencies  
   
Litigation, Claims and Assessments  
   

Seven former manufactured gas plant sites have been identified that may have been owned or operated by entities acquired by Embarq’s 
subsidiary, Centel Corporation (Centel), before that company was acquired by Sprint Nextel. These sites are not currently owned or operated 
by either Sprint Nextel or Embarq. On three sites, Embarq and the current landowners are working with the Environmental Protection Agency 
(EPA) pursuant to administrative consent orders. Expenditures pursuant to the orders are not expected to be material. On five sites, including 
the three sites where the EPA is involved, Centel has entered into agreements with other potentially responsible parties to share costs. Further, 
Sprint Nextel has agreed to indemnify Embarq for most of any eventual liability arising from all seven of these sites.  
   

In early December 2008, an individual shareholder filed suit in Johnson County Kansas District Court against Embarq, each of its 
directors and CenturyTel, challenging the pending merger with CenturyTel and alleging that the defendants failed to maximize shareholder 
value, made misleading proxy statements and obtained personal benefits in the form of positions with the combined company. To avoid the 
expense and uncertainty of litigation, a settlement in principle has been reached between plaintiff and defendants where additional disclosures 
regarding the transaction were made in a public filing and a limited amount of legal costs will be reimbursed. A definitive settlement agreement 
has been executed following confirmatory discovery, and the final settlement is pending approval by the court.  
   

In December 2007, a group of retirees filed a putative class action lawsuit in the United States District Court for the District of Kansas, 
challenging the decision to make certain modifications to Embarq’s retiree benefits programs generally effective January 1, 2008. Defendants 
include Embarq Corporation, certain of its benefit plans, its Employee Benefits Committee and its plan administrator. Additional defendants 
include Sprint Nextel and certain of its benefit plans. In addition, a complaint in arbitration has been filed by 15 former Centel executives, 
similarly challenging the benefits changes. Embarq and other defendants intend to vigorously contest these claims and charges.  
   

In addition, Embarq is subject to various other lawsuits, regulatory proceedings against Embarq and other claims typical for a business 
enterprise. While it is not possible to determine the ultimate disposition of each of these proceedings and whether they will be resolved 
consistent with Embarq’s expectations, Embarq expects that the outcome of these proceedings, individually or in the aggregate, will not have a 
material adverse effect on its financial condition, results of operations or liquidity.  
   
   
Note 4.                 Debt and Financial Instruments  
   

During 2009, Embarq reduced borrowings outstanding on its revolving credit facility by $325 million leaving a balance of $50 million 
as of June 30, 2009. Additionally, Embarq repaid in full the remaining $360 million balance under its term credit facility, which satisfies the 
repayment requirement under the January 23, 2009 credit agreement amendment related to the pending merger with CenturyTel. See Note 10, 
Subsequent Events, for additional information.  
   

As of June 30, 2009, Embarq’s long-term debt had a carrying value of approximately $5.1 billion and a fair value of approximately $4.9 
billion. This fair value was computed primarily based on quoted market prices.  
   
Note 5.                 Income Taxes  
   

The differences that caused Embarq’s effective income tax rates to vary from the 35% federal statutory rate for income taxes related to 
continuing operations were as follows:  
   

   
   

During 2008, a favorable negotiated settlement related to a consolidated state income tax return filing election resulted in state income 
tax expense for the 2008 year to date period being reduced by $5 million.  
   

In the 2009 first quarter, Embarq received consent from the Internal Revenue Service to modify its accounting method for income tax 
purposes related to repairs and maintenance expenditures. This change, which became effective on January 1, 2008, will allow certain costs to 
be deducted immediately rather than capitalized and depreciated. As a result, approximately $100 million of income tax liabilities were 
reclassified from other current liabilities to deferred income taxes in the Consolidated Balance Sheets.  
   

  

    Year to Date June 30,    
    2009      2008    
    (millions)    
Income tax expense at the federal statutory rate    $ 225     $ 230   
Effect of:                  

State income taxes, net of federal income tax effect      13       9   
Other, net      2       2   

Income tax expense      240       241   
Effective income tax rate      37.3 %     36.7 % 
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Note 6.                 Employee Benefit Plans  
   

The components of net periodic benefit cost were as follows:  
   

   
   

   
   

During the 2008 first quarter, Embarq became aware of transactions that involved the inadvertent receipt of funds by the plan sponsors 
from the assets of the defined benefit pension plans in which Embarq’s employees and retirees currently participate, and in which they 
participated before the spin-off. These transactions, which began in 2002 and continued through March 2008, require payments to the plans’ 
trusts. During the 2008 second quarter, Embarq paid amounts owed to its plan’s trust of approximately $14 million with respect to the period 
following the spin-off. During the 2009 second quarter, the Embarq plan’s trust received additional funds of $12 million from the Sprint Nextel 
plan’s trust related to these transactions for the period before the spin-off.  
   

During the 2009 second quarter, Embarq made discretionary contributions totaling $35 million to its pension plan’s trust. Embarq 
continues to expect total contributions in 2009 to approximate $150 million.  
   

See Note 10, Subsequent Events, for additional information.  
   
Note 7.                 Stock-based Compensation  
   

On February 18, 2009, approximately 0.1 million restricted stock units were granted to executive officers and other executive level 
employees as a result of performance and market adjustments to unvested awards granted under the 2007 long-term incentive program. These 
restricted stock units vested on February 22, 2009.  
   

On February 27, 2009, approximately 0.3 million restricted stock units were granted to certain non-executive employees as part of 
Embarq’s 2008 short-term incentive program. These awards are scheduled to vest in full on December 1, 2009. In addition, approximately 
0.7 million restricted stock units were granted to executive officers and other executive level employees as part of Embarq’s 2009 long-term 
incentive program. These awards will vest 34% on February 27, 2010, and 33% will vest on February 27, 2011 and 2012. The fair value of 
each of these awards was $34.97 per restricted stock unit.  
   

Total compensation expense related to all of the awards noted above was $33 million, which is expected to be recognized over a 
weighted average vesting period of 1.6 years. Compensation expense for these awards, as well as remaining unvested awards related to 
previous grants, will be recognized over a shorter period in the event of a change in control related to the pending merger with CenturyTel.  
   

See Note 10, Subsequent Events, for additional information.  
   
   

  

    Quarter Ended June 30, 2009     Quarter Ended June 30, 2008   

    
Pension 
Benefits      

Other Post-  
retirement 
Benefits      

Pension 
Benefits      

Other Post-  
retirement 
Benefits    

    (millions)    
Service cost    $ 12     $ 2     $ 14     $ 2   
Interest cost      52       3       50       4   
Expected return on plan assets      (67 )     (1 )     (68 )     (1 ) 
Amortization of prior service cost (benefit)      3       (13 )     3       (13 ) 
Amortization of actuarial losses      13       3       8       3   

    Net cost (benefit)    $ 13     $ (6 )   $ 7     $ (5 ) 

    Year to Date June 30, 2009      Year to Date June 30, 2008    

    
Pension 
Benefits      

Other Post-  
retirement 
Benefits      

Pension 
Benefits      

Other Post-  
retirement 
Benefits    

    (millions)    
Service cost    $ 24     $ 4     $ 28     $ 4   
Interest cost      105       7       101       8   
Expected return on plan assets      (134 )     (1 )     (137 )     (2 ) 
Amortization of prior service cost (benefit)      6       (27 )     6       (26 ) 
Amortization of actuarial losses      27       6       17       6   
Contractual retirement benefits      1       -      -      -  

    Net cost (benefit)    $ 29     $ (11 )   $ 15     $ (10 ) 
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Note 8.                 Business Segment Information  
   

Embarq provides a suite of integrated communications services to consumer and business customers primarily in local service territories 
in 18 states. Embarq also provides wholesale access to its local network and other communications services primarily to wireline and wireless 
service providers. As a result of the sale of Embarq Logistics in March 2009, Embarq’s continuing operations are now comprised solely of its 
telecommunications business.  
   

Embarq’s net operating revenues for its services and products were as follows:  
   

   
   

Voice revenues are principally derived from local and long distance services, switched access charges and USF receipts. Data revenues 
are principally derived from various data protocol and special access services. Other revenues include professional services, intelligent network 
database services, billing and collection services, sales agency commissions and sales of customer premise equipment.  
   
Note 9.                 Supplemental Cash Flow Information and Non-Cash Activities  
   

Embarq’s supplemental cash flow information and non-cash activities were as follows:  
   

   
   
Note 10.                 Subsequent Events  
   

    Embarq evaluated subsequent events from June 30, 2009 until September 11, 2009, the date the consolidated financial statements were 
available to be issued. Based on the events noted through that period, the following nonrecognized subsequent event disclosures were deemed 
necessary:  
   
   
Merger with CenturyTel Completed  
   

    On July 1, 2009, Embarq and CenturyTel completed their merger.  Upon closing of the merger, CenturyTel acquired all Embarq’s 
common stock resulting in Embarq becoming a wholly-owned subsidiary of CenturyTel.  
   

    Upon consummation of the merger, Embarq incurred approximately $27 million of transaction fees for legal and investment banking 
services.  In addition, Embarq will recognize certain other expenses during the integration period, including employee retention and severance 
costs, accelerated recognition of stock-based compensation expense and accelerated depreciation on certain system investments that are 
expected to be phased out during the integration of the two companies operations.  Since the integration plan is in the early stages of 
development, Embarq cannot reasonably estimate the total expected financial magnitude of the above items.  Through August 31, 2009, 
Embarq has recognized approximately $60 million of pre-tax expense related to the integration activities described above.  
   
 
   
   

  

    Quarter Ended June 30,      Year to Date June 30,    
    2009      2008      2009      2008    
    (millions)    
  Voice    $ 897     $ 994     $ 1,813     $ 2,018   
  Data      204       199       407       397   
  High-speed Internet      143       137       286       270   
  Other      81       109       165       210   
        Total net operating revenues    $ 1,325     $ 1,439     $ 2,671     $ 2,895   

    Year to Date June 30,    
    2009      2008    
    (millions)    
Supplemental Cash Flow Information              
    Cash paid for interest, net of amounts capitalized    $ 189     $ 201   
    Cash paid for income taxes      21       209   
Non-Cash Activities                  
    Capital expenditure accrual    $ (10 )   $ (16 ) 
    Cash held in escrow from the sale of assets      -      10   
    Pending settlement of repurchases of common stock      -      11   
    Dividends accrued      1       1   
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Amendment to Credit Agreement  
   

Upon closing of the merger, Embarq amended its existing credit agreement, which is scheduled to mature in May 2011, by reducing the 
revolving credit facility to $800 million from $1.5 billion and the sub-limit for letters of credit to $100 million from $200 million. This 
amendment replaced CenturyTel’s previously arranged $800 million bridge facility.  
   
Long-Term Incentive Program Adjustments  
   

Upon closing of the merger, unvested restricted stock units originally granted on March 2, 2008 and February 22, 2007 were adjusted for 
the satisfaction of performance and market conditions associated with these awards. These adjustments resulted in an additional 0.1 million 
restricted stock units being granted for each award, which are expected to vest on March 2, 2011 and February 22, 2010, respectively.  
   
Pension Trust Contribution  
   

During July 2009, Embarq made a discretionary contribution of $15 million to its pension plan’s trust bringing year to date contributions 
for 2009 to $50 million. Embarq continues to expect total contributions in 2009 to approximate $150 million.  
   
   

  

  
12 
  



  



Exhibit 99.2 
 
   
 

Unaudited Pro Forma Combined Condensed Financial Information  
 
 

On July 1, 2009, CenturyTel, Inc. (“CenturyTel”) acquired Embarq Corporation (“Embarq”) in a stock-for-stock transaction.  Under 
the terms of the merger agreement, Embarq stockholders received 1.37 shares of CenturyTel common stock for each share of Embarq common 
stock owned at closing.  Based on the number of CenturyTel common shares issued to consummate the merger (196.1 million), the closing 
stock price of CenturyTel common stock as of June 30, 2009 ($30.70) and the pre-combination portion of share-based compensation awards 
assumed by CenturyTel ($50 million), the aggregate consideration approximated $6.1 billion.  
 

The following pro forma information was prepared in accordance with the rules and regulations of the Securities and Exchange 
Commission, and using the guidance of Statement of Financial Accounting Standards No. 141 (revised 2007), “Business 
Combinations” (“SFAS 141(R)”).  
 

For purposes of the pro forma information, adjustments for estimated transaction and integration costs have been excluded.  We 
expect to incur post-closing transaction expenses of approximately $50 million, including investment banker and legal fees, in connection with 
consummation of the merger.   In addition, the combined company will incur integration costs related to system and customer conversions 
(including hardware and software costs), certain employee-related severance costs and branding costs associated with changing the company 
name to CenturyLink.  The specific details of these integration plans will continue to be refined. Based on current plans and information, we 
estimate that the aggregate non-recurring post-closing costs of the integration activities will be approximately $370 million (which includes 
$60 million of capital expenditures).  Such transaction and integration costs will be expensed or capitalized based on the nature of the specific 
action.  
 

As a result of the merger, the previous Embarq shareholders were issued approximately 66% of the combined common shares 
outstanding.  However, after consideration of all applicable factors pursuant to the guidance of SFAS 141(R), CenturyTel is considered the 
“accounting acquirer” primarily because CenturyTel issued its common stock to acquire Embarq (at a premium), the board of directors of the 
combined company is composed of eight former CenturyTel directors and seven former Embarq directors and the executive management team 
of the combined company will be led by former CenturyTel executives, including its Chief Executive Officer, Chief Operating Officer and 
Chief Financial Officer.  
 

The results of operations of Embarq will be included in CenturyTel’s consolidated financial statements beginning July 1, 2009.  
 

The following unaudited pro forma combined condensed balance sheet as of June 30, 2009 and the unaudited pro forma combined 
condensed statements of income for the year ended December 31, 2008 and the six months ended June 30, 2009 are based on the historical 
consolidated results of operations and financial condition of CenturyTel and its subsidiaries and the historical consolidated results of operations 
and financial condition of Embarq and its subsidiaries, as adjusted for the effects of CenturyTel acquiring Embarq, as further described below.  
 

The pro forma financial information for the year ended December 31, 2008 reflects the effects of two new accounting 
pronouncements, Statement of Financial Accounting Standards No. 160, “Noncontrolling Interests in Consolidated Financial 
Statements” (“SFAS 160”) and FSP EITF 03-6-1, “Determining Whether Instruments Granted in Share-Based Payment Transactions Are 
Participating Securities” (“FSP EITF 03-6-1”).  Such pronouncements are effective for periods subsequent to January 1, 2009 but require 
retrospective application to prior periods.  SFAS 160 requires that net income attributable to noncontrolling interests be included in 
consolidated net income.  FSP EITF 03-6-1 requires that outstanding non-vested restricted stock that contain a nonforfeitable right to receive 
dividends be considered a participating security and therefore included in the earnings allocation in computing earnings per share under the 
two-class method.  The impact to diluted earnings per share and weighted average diluted common shares outstanding upon the application of 
FSP EITF 03-6-1 to CenturyTel’s and Embarq’s year ended December 31, 2008 results were as follows:  

   

  

* Each of these figures are based on the amounts reported in the consolidated financial statements of Embarq filed as Exhibit 99.4 
to CenturyTel's Current Report on Form 8-K, as amended, dated July 1, 2009, which have been retrospectively reclassified to reflect Embarq’s 
logistics business as discontinued operations.  
 

The pro forma financial information reflects an aggregate consideration of approximately $6.1 billion, as calculated below (in 
millions, except price per share):  
 

    Previously          
    reported      As adjusted    
CenturyTel              
    Diluted earnings per share    $ 3.56       3.52   
    Average diluted shares outstanding (in millions)      102.9       102.6   
Embarq                  
    Diluted earnings per share from continuing operations    $ 5.25 *     5.24   
    Average diluted shares outstanding from continuing operations (in millions)      147.4 *     147.7   

Number of Embarq common shares outstanding as of July 1, 2009      143.1   



   

*  Price determined based on the closing price of CenturyTel’s common stock on June 30, 2009.  
   

Pro forma adjustments, and the assumptions on which they are based, are described in the accompanying Notes to Unaudited Pro 
Forma Combined Condensed Financial Information (the “Notes”).  
 

The pro forma financial information related to the Embarq acquisition was prepared using the acquisition method of accounting and is 
based on the assumption that the purchase of Embarq took place as of June 30, 2009 for purposes of the pro forma balance sheet and as of 
January 1, 2008 for purposes of the pro forma statements of income.  In accordance with the acquisition method of accounting, the actual 
consolidated financial statements of CenturyTel will reflect the Embarq acquisition only from and after the date of acquisition.  CenturyTel has 
not finalized the purchase price allocation related to the Embarq acquisition, and the final allocations could differ significantly from the 
preliminary allocations reflected below.  See the Notes below for additional information.  
 

The unaudited pro forma combined condensed financial information included herein does not give effect to any potential revenue 
enhancements, cost reductions or other operating efficiencies that could result from the Embarq acquisition, including, but not limited to (i) the 
reduction of corporate overhead and operating costs, (ii) the elimination of duplicate functions, (iii) enhanced revenue opportunities and (iv) 
increased operational efficiencies through the adoption of best practices and capabilities from each company.  As mentioned above, the pro 
forma information included herein also excludes estimated transaction and integration costs that have been or will be incurred subsequent to 
June 30, 2009.  
 

The pro forma information is presented for illustrative purposes only and is not necessarily indicative of the combined operating 
results or financial position that would have occurred if such transaction had been consummated on the dates and in accordance with the 
assumptions described herein, nor is it necessarily indicative of future operating results or financial position.  
   
   

Multiplied by exchange ratio per merger agreement      1.37   
Number of CenturyTel shares issued      196.1   
Multiplied by price of CenturyTel common stock*    $ 30.70   
Aggregate consideration before share-based compensation awards    $ 6,020   
Pre-combination portion of share-based compensation awards assumed by CenturyTel in connection with the merger    $ 50   
Aggregate consideration    $ 6,070   

  
  
  



 

   
See accompanying notes to unaudited pro forma combined condensed financial information.  
 
   

  

CENTURYTEL, INC.    
PRO FORMA COMBINED CONDENSED BALANCE SHEET    

JUNE 30, 2009    
(UNAUDITED)    

                            

    CenturyTel      Embarq      
Pro forma  

 adjustments        
Pro forma  
combined    

 In millions                            
ASSETS                            

                            
CURRENT ASSETS                            

Cash and cash equivalents    $ 59       77               136   
Accounts receivable      199       440               639   
Other current assets      62       183               245   

Total current assets      320       700       -        1,020   
                                    
NET PROPERTY, PLANT AND EQUIPMENT      2,786       7,148                 9,934   
                                    
GOODWILL AND OTHER ASSETS                                    

Goodwill      4,016       25       5,454   (A)     9,495   
Other      765       42       1,396   (B)     2,203   

Total goodwill and other assets      4,781       67       6,850         11,698   
                                    
                                    
TOTAL ASSETS    $ 7,887       7,915       6,850         22,652   

LIABILITIES AND EQUITY                                    
                                    
CURRENT LIABILITIES                                    

Current maturities of long-term debt    $ 20       2                 22   
Accounts payable      140       265                 405   
Accrued expenses and other liabilities      288       631                 919   

Total current liabilities      448       898       -        1,346   
                                    
LONG-TERM DEBT      2,900       5,056       (171 ) (C)     7,785   
                                    
DEFERRED CREDITS AND OTHER LIABILITIES      1,353       2,366       546   (D)     4,265   
                                    
STOCKHOLDERS' EQUITY                                    

Controlling interests                                    
Common stock      101       2       194   (E)     297   
Paid-in capital      53       (177 )     6,051   (E)     5,927   
Accumulated other comprehensive loss, net of tax      (114 )     (895 )     895   (E)     (114 ) 
Retained earnings      3,141       1,165       (1,165 ) (E)     3,141   
Treasury stock      -      (500 )     500   (E)     -  

Noncontrolling interests      5       -      -        5   
Total stockholders’ equity      3,186       (405 )     6,475         9,256   

                                    
TOTAL LIABILITIES AND EQUITY    $ 7,887       7,915       6,850         22,652   

  
  
  



   

   
   

  

CENTURYTEL, INC.    
PRO FORMA COMBINED CONDENSED STATEMENT OF INCOME    

YEAR ENDED DECEMBER 31, 2008    
(UNAUDITED)    

                              

      CenturyTel       Embarq      
Pro forma 

 adjustments        
Pro forma  
combined    

 In millions, except per share amounts                            
                              
OPERATING REVENUES    $ 2,600       5,689               8,289   
                                    
OPERATING EXPENSES                                  
   Cost of services and products      955       1,656               2,611   
   Selling, general and administrative      399       1,394       60   (F)     1,853   
   Depreciation and amortization      524       1,000       163   (G)     1,687   
        1,878       4,050       223         6,151   
                                      
OPERATING INCOME      722       1,639       (223 )       2,138   
                                      
OTHER INCOME (EXPENSE)                                    
   Interest expense      (202 )     (404 )     (1 ) (H)     (607 ) 
   Other income (expense)      41       3                 44   
   Income tax expense      (194 )     (464 )     84   (I)      (574 ) 
                                      
INCOME FROM CONTINUING OPERATIONS      367       774       (140 )       1,001   
Less: income attributable to noncontrolling interests*      (1 )     -      -        (1 ) 
INCOME FROM CONTINUING OPERATIONS ATTRIBUTABLE 
TO CONTROLLING INTERESTS   $ 366       774       (140 )       1,000   

                                     
BASIC EARNINGS PER SHARE FROM CONTINUING 
OPERATIONS**   $ 3.53       5.27                 3.28   
                                     
DILUTED EARNINGS PER SHARE FROM CONTINUING 
OPERATIONS**   $ 3.52       5.24                 3.26   
                                      
WEIGHTED AVERAGE SHARES OUTSTANDING**                              
   Basic      102.3       147.0       54.4         303.7   
   Diluted      102.6       147.7       54.6         304.9   
                                      
                                      
                                      
                                      
See accompanying notes to unaudited pro forma combined condensed financial information.              
                                      
*     Reflects retrospective application of the provisions of SFAS No. 160.                 
** Reflects retrospective application of the provisions of FSP EITF 03-6-1.                     

  
  
  



   
   

 
   

  

CENTURYTEL, INC.    
PRO FORMA COMBINED CONDENSED STATEMENT OF INCOME    

SIX MONTHS ENDED JUNE 30, 2009    
(UNAUDITED)    

                            

     CenturyTel      Embarq      
Pro forma 

adjustments        
Pro forma  
combined    

 In millions, except per share amounts                            
                            
OPERATING REVENUES    $ 1,271       2,671               3,942   
                                  
OPERATING EXPENSES                                  

 Cost of services and products      470       721               1,191   
 Selling, general and administrative      231       632       24   (F)     887   
 Depreciation and amortization      256       488       81   (G)     825   

      957       1,841       105         2,903   
                                    
OPERATING INCOME      314       830       (105 )       1,039   
                                    
OTHER INCOME (EXPENSE)                                    

 Interest expense      (97 )     (186 )     (1 ) (H)     (284 ) 
 Other income (expense)      6       -                6   
 Income tax expense      (86 )     (240 )     40   (I)      (286 ) 

                                    
INCOME FROM CONTINUING OPERATIONS      137       404       (66 )       475   
Less: income attributable to noncontrolling interests      (1 )     -      -        (1 ) 
                                     
INCOME FROM CONTINUING OPERATIONS  ATTRIBUTABLE TO 
CONTROLLING INTERESTS   $ 136       404       (66 )       474   

                                     
BASIC EARNINGS PER SHARE FROM CONTINUING OPERATIONS   $ 1.35       2.81                 1.60   
                                    
DILUTED EARNINGS PER SHARE FROM CONTINUING 
OPERATIONS   $ 1.35       2.81                 1.59   
                                    
WEIGHTED AVERAGE SHARES OUTSTANDING                              

 Basic      99.3       143.6       53.1         296.0   
 Diluted      99.3       143.8       53.2         296.4   

                                    
                                    
                                    
                                    
See accompanying notes to unaudited pro forma combined condensed financial information.              

  
  
  



   
Notes to Unaudited Pro Forma Combined Condensed Financial Information  

   
(1)           Basis of Preliminary Purchase Price Allocation  
 

The following preliminary allocation of the purchase price of Embarq is based on CenturyTel’s preliminary best estimates of the fair 
value of the currently identified tangible and intangible assets and liabilities of Embarq.  The final determination of the allocation of the 
purchase price will be based on the fair value of such assets and liabilities as of July 1, 2009, the consummation date of the acquisition, and is 
expected to be completed late in 2009.  Such final identification and determination of all the intangible assets acquired and the purchase price 
allocation may be significantly different than that used in this pro forma financial information.  
 

The aggregate consideration of the Embarq acquisition (calculated as shown above) is allocated to the assets acquired and liabilities 
assumed based on the following preliminary basis (amounts in millions):  
 

   
(2)           Pro Forma Adjustments  
 

The following pro forma adjustments have been reflected in the unaudited pro forma combined condensed financial information.  All 
adjustments are based on current assumptions and are subject to change upon completion of the final purchase price allocation based on the 
identified tangible and intangible assets and liabilities acquired from Embarq at the merger closing date.  
 
Balance Sheet Adjustments  
 

 

   

 

 

   

  

Total aggregate consideration    $ 6,070   

          
Cash, accounts receivable and other current assets    $ 700   
Net property, plant and equipment      7,148   
Intangible identifiable assets          
      Customer relationships      1,300   
      Franchise      100   
Other non-current assets      38   
Current maturities of long-term debt, accounts payable and other current liabilities      (898 ) 
Long-term debt      (4,885 ) 
Deferred credits and other liabilities      (2,912 ) 
Goodwill      5,479   
          
Total aggregate consideration    $ 6,070   

   (A)  To reflect the elimination of Embarq’s existing goodwill ($25 million) and the establishment of new goodwill of $5.5 billion 
estimated as a result of the preliminary purchase price allocation described in Note (1).  

   (B)  To reflect the preliminary fair values of the identifiable intangible assets which were estimated by CenturyTel’s management based 
on the fair values assigned to similar assets in a recently completed acquisition. The estimated useful life of the customer relationship 
asset was assumed to be 8 years.  The franchise asset is considered an indefinite life intangible asset and thus has no associated 
amortization expense.  The net pro forma adjustment is composed of the following (in millions):  

    Increase    
    Other Assets   
Establish customer relationship asset    $ 1,300   
Establish franchise asset      100   
Elimination of existing Embarq intangible asset      (4 ) 
        Net pro forma adjustment    $ 1,396   

   (C)  To adjust the carrying value of Embarq’s long-term debt to its estimated fair value based on current observable market transactions 
and through discounted cash flow analysis using market-based credit spreads.  

   (D)  To (i) adjust Embarq’s pension and postretirement benefit obligation to the estimated fair value and (ii) reflect the estimated net 
deferred tax liability established for the tax effects of the preliminary purchase price allocation reflected herein (calculated at an 
estimated effective tax rate of 37.4%).  The net pro forma adjustment is composed of the following (in millions):  

    (Increase)    
    decrease    
    liability    
Adjust Embarq’s pension and postretirement benefit obligations to estimated fair value    $ 36   
Deferred tax asset (liability) associated with:          
     Customer relationship and franchise assets      (524 ) 



   

 
Income Statement Adjustments  
 

 

 

 

 
The fair value of Embarq’s property, plant and equipment was preliminarily estimated to approximate the carrying value on the date of 

acquisition.  Such estimate is subject to change upon finalization of the purchase price allocation.  To the extent that the final purchase price 
allocation causes our depreciation and amortization expense to differ from that presented in the accompanying pro forma statements of income, 
annual earnings per share will be affected by $.01 per share for every $4.9 million difference in annual pro forma depreciation and amortization 
expense.  Thus, for example, if CenturyTel ultimately allocates an additional $714.8 million of the aggregate purchase price to property, plant 
and equipment (representing a 10% increase in the amount that was preliminarily allocated to such assets above), the annual depreciation and 
amortization would increase by approximately $107.2 million (assuming a composite annual depreciation rate of 15%) and the annual earnings 
per share would decrease by $.22 per share for 2008 (assuming an effective tax rate of 37.4%) from the amounts presented in the 
accompanying pro forma information.  
 

The pro forma weighted average basic and diluted shares outstanding for the year ended December 31, 2008 and the six months ended 
June 30, 2009 reflects the exchange of 1.37 shares of CenturyTel common stock for each share of Embarq stock.  In order to calculate basic and 
diluted earnings per share on a pro forma combined basis under FSP EITF 03-6-1 for the year ended December 31, 2008 and the six months 
ended June 30, 2009, $4,240,000 and $1,906,000, respectively (which represents the after-tax earnings applicable to participating securities) 
must be subtracted from net income prior to dividing by average shares outstanding.  
 

     Long-term debt      (64 ) 
     Pension and postretirement benefit obligations      (13 ) 
     Share-based compensation awards attributable to the pre-combination period      19   
          Net pro forma adjustment    $ (546 ) 

   (E)  To reflect the elimination of Embarq’s stockholders’ equity balances and to reflect the issuance of 196.1 million shares of CenturyTel 
common stock (valued at $6.020 billion for this pro forma information) and to reflect the pre-combination portion of share-based 
compensation awards assumed by CenturyTel ($50 million) as consideration delivered to acquire Embarq.  

   (F)  To reflect the net increase to pension and postretirement expense due to (i) changing the method for calculating expected return on 
plan assets from one based on a market-related value to one based on fair value and (ii) eliminating the amortization of previously 
unrecognized actuarial losses, prior service costs and transition assets.  

   (G)  To reflect amortization expense associated with the customer relationship asset estimated in (B) above assuming an estimated useful 
life of 8 years (which corresponds to an increase in depreciation and amortization of $163 million for the year ended December 31, 
2008 and $81 million for the six months ended June 30, 2009).  

   (H)  To reflect additional interest expense from accreting the adjustment associated with reflecting long-term debt at its estimated fair 
value pursuant to adjustment (C) above.  Such fair value adjustment ($171 million) is recognized using the effective interest method 
over the remaining maturity of the long-term debt (or approximately $1 million for the year ended December 31, 2008 and 
approximately $1 million for the six months ended June 30, 2009).  Application of the effective interest method will cause the annual 
accretion adjustment to change from year to year and some changes may be significant depending on the maturity dates of the related 
underlying debt.  Such maturity dates range from 2010 to 2036.  The annual accretion adjustments are expected to range from 
approximately $1.0 million to $13 million over the life of the underlying debt.  

   (I)  To reflect the tax effects of Items (F), (G) and (H) using an estimated effective income tax rate of 37.4%.  


